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regard to its additional section 263A
costs. Similarly, a taxpayer that ad-
justs current-year costs by applicable
indexes to determine whether there has
been an inventory increment or decre-
ment in the current year for a particu-
lar LIFO pool must disregard the addi-
tional section 263A costs in making
that determination.

(B) LIFO increment. If the taxpayer
determines there has been an inventory
increment, the taxpayer must state the
amount of the increment in current-
year dollars (stated in terms of section
471 costs). The taxpayer then multi-
plies this amount by the absorption
ratio. The resulting product is the ad-
ditional section 263A costs that must
be added to the taxpayer’s increment
for the year stated in terms of section
471 costs.

(C) LIFO decrement. If the taxpayer
determines there has been an inventory
decrement, the taxpayer must state
the amount of the decrement in dollars
applicable to the particular year for
which the LIFO layer has been invaded.
The additional section 263A costs in-
curred in prior years that are applica-
ble to the decrement are charged to
cost of goods sold. The additional sec-
tion 263A costs that are applicable to
the decrement are determined by mul-
tiplying the additional section 263A
costs allocated to the layer of the pool
in which the decrement occurred by
the ratio of the decrement (excluding
additional section 263A costs) to the
section 471 costs in the layer of that
pool.

(iv) De minimis rule for producers with
total indirect costs of $200,000 or less—(A)

Additional section 263A codsincurred during1994 _ $1,000,000 _

26 CFR Ch. | (4-1-97 Edition)

In general. If a producer using the sim-
plified production method incurs
$200,000 or less of total indirect costs in
a taxable year, the additional section
263A costs allocable to eligible prop-
erty remaining on hand at the close of
the taxable year are deemed to be zero.
Solely for purposes of this paragraph
(b)(3)(iv), taxpayers are permitted to
exclude any category of indirect costs
(listed in §1.263A-1(e)(3)(iii)) that is not
required to be capitalized (e.g., selling
and distribution costs) in determining
total indirect costs.

(B) Related party and aggregation
rules. In determining whether the pro-
ducer incurs $200,000 or less of total in-
direct costs in a taxable year, the re-
lated party and aggregation rules of
§1.263A-3(b)(3) are applied by substitut-
ing total indirect costs for gross re-
ceipts wherever gross receipts appears.

(v) Examples. The provisions of this
paragraph (b) are illustrated by the fol-
lowing examples.

Example 1—FIFO inventory method. (i) Tax-
payer J uses the FIFO method of accounting
for inventories. J’s beginning inventory for
1994 (all of which is sold during 1994) is
$2,500,000 (consisting of $2,000,000 of section
471 costs and $500,000 of additional section
263A costs). During 1994, J incurs $10,000,000
of section 471 costs and $1,000,000 of addi-
tional section 263A costs. J’s additional sec-
tion 263A costs include capitalizable mixed
service costs computed under the simplified
service cost method as well as other alloca-
ble costs. J’s section 471 costs remaining in
ending inventory at the end of 1994 are
$3,000,000. J computes its absorption ratio for
1994, as follows:

10%

Section 471 cods incurred during 1994

(ii) Under the simplified production meth-
od, J determines the additional section 263A
costs allocable to its ending inventory by

" $10,000,000

multiplying the absorption ratio by the sec-
tion 471 costs remaining in its ending inven-
tory:

Additional section 263A cogts = 10% x $3,000,000 = $300,000
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